Tutorial Review Questions
Chapter 5

MULTIPLE CHOICE

1. Which of the following is correct for an economy?

	a.
	Income is greater than production.

	b.
	Production is greater than income.

	c.
	Income always equals production.

	d.
	Income equals production only when saving is zero.


2. Suppose that an apartment complex converts to a condominium where the renters are now owners of their former apartments.

	a.
	The rent was included in GDP; the purchases of the condominiums are not.

	b.
	The rent was included in GDP, and so is the purchase of the condominiums.

	c.
	The rent was not included in GDP; the purchases of the condominiums are.

	d.
	Neither the rent of the apartments nor the purchases of the condominium are included in GDP.


3. In a simple circular-flow diagram total income and total expenditure are

	a.
	seldom equal because of the dynamic changes which occur in an economy.

	b.
	equal only when all goods and services produced are sold.

	c.
	always equal because every transaction has a buyer and a seller.

	d.
	always equal because of accounting rules.


4. GDP is computed using market prices as the value of final goods and services because

	a.
	market prices don't change much, so it is easy to make comparisons between years.

	b.
	if market prices are out of line with how people value goods, the government sets ceilings and floors on them.

	c.
	market prices reflect the value of goods and services.

	d.
	None of the above are correct; the government does not use market prices to compute GDP.


5. Over time people have come to rely more on market-produced goods and less on goods that they produce for themselves. For example people eat at restaurants relatively more and prepare their own meals at home relatively less. By itself this change would

	a.
	make GDP fall over time.

	b.
	not make any change in GDP over time.

	c.
	make GDP rise over time.

	d.
	change GDP, but in an uncertain direction.


6. The local Chevrolet dealership has an increase in inventory of 25 cars in 2003. In 2004 it sells all 25 cars.

	a.
	The value of increased inventory will be counted as part of GDP in 2003, but the value of the cars sold in 2004 will not cause GDP to increase.

	b.
	The value of the increased inventory will not affect 2003 GDP, but will be included in 2004 GDP.

	c.
	The value of the increased inventory will be counted as 2003 GDP and the value of the cars sold in 2004 will increase 2004 GDP.

	d.
	None of the above are correct.


7. George buys and lives in a newly constructed home he paid $200,000 for in 2003. He sells the house in 2004 for $225,0000.

	a.
	The 2004 sale increases 2004 GDP by $225,000 and does nothing to 2003 GDP.

	b.
	The 2004 sale increases 2004 GDP by $25,000 and does nothing to 2003 GDP.

	c.
	The 2004 sale does not increase 2004 GDP and does nothing to 2003 GDP.

	d.
	The 2004 sale increases 2004 GDP by $225,000 and 2003 GDP is revised upward by $25,000.


8. Darla, a U.S. citizen, only works in the Canada. The value added to production from her employment is

	a.
	included in both Canadian GDP and Canadian GNP.

	b.
	included only in Canadian GDP.

	c.
	included only in Canadian GNP.

	d.
	not included in either Canadian GDP or Canadian GNP.


9. Greg, a Canadian citizen, works only in U.S. The value added to production from his employment is

	a.
	included in both Canadian GDP and Canadian GNP.

	b.
	included only in Canadian GDP.

	c.
	included only in Canadian GNP.

	d.
	not included in either Canadian GDP or Canadian GNP.


10. Which of the following is included in GDP?

	a.
	the sale of stocks and bonds

	b.
	the estimated rental value of owner occupied housing

	c.
	unpaid production of goods and services at home

	d.
	All of the above are correct.


11. Canadian GNP is calculated from Canadian GDP by

	a.
	including income earned by foreigners in Canada and excluding income earned by Canadian citizens abroad.

	b.
	including income earned by Canadian citizens abroad and excluding income earned by foreigners in Canada

	c.
	including income earned by foreigners in Canada

	d.
	excluding income earned by Canadian citizens abroad.


12. A German citizen buys an automobile produced in the United States by a Japanese company. As a result,

	a.
	U.S. net exports increase, U.S. GNP and GDP are unaffected, Japanese GNP increases, German net exports decrease, and German GNP and GDP are unaffected.

	b.
	U.S. net exports, GNP, and GDP increase, Japanese GDP increases, German net exports decrease, and German GDP is unaffected.

	c.
	U.S. net exports and GDP increase, Japanese GNP increases, German net exports decrease, and German GDP and GNP are unaffected.

	d.
	U.S. net exports, GNP, and GDP are unaffected, Japanese GNP increases, German net exports decrease, and German GDP and GNP fall.


13. If the Canadian government pays an economist at the Canadian Ministry of Finance 50,000 in salary in 2003, and $30,000 in retirement benefits in 2004

	a.
	each payment will be included in GDP as government purchases for the respective years.

	b.
	the 2003 payment is included in 2003 GDP as government purchases, but the 2004 payment is not included in 2004 GDP.

	c.
	the 2003 payment is included in 2003 GDP as government purchases, and the 2004 payment is included in 2004 GDP as government transfer payments.

	d.
	the 2003 payment is included in 2003 GDP as government purchases, and the 2004 payment is allocated to previous years' GDP according to the amount of work performed each year.


14. Consider the following table for the country of Ophir:

	Year
	Nominal GDP
	GDP Deflator

	2000
	$4000
	100

	2001
	$4100
	105

	2002
	$4200
	110


From this information we can conclude that real GDP was higher in

	a.
	2002 than in 2001, and real GDP in 2001 was higher than in 2000.

	b.
	2001 than in 2000, and real GDP in 2001 was higher than in 2002.

	c.
	2000 than in 2001, and real GDP in 2001 was higher than in 2002.

	d.
	2000 than in 2002, and real GDP in 2001 was higher than in 2000.


15. Suppose GDP consists of wheat and rice. In 2002, 20 bushels of wheat are sold at $4 per bushel, and 10 bushels of rice are sold at $2 per bushel. If the price of wheat was $2 per bushel and the price of rice was $1 per bushel in 2001, the base year, nominal 2002 GDP is

	a.
	$100, real 2002 GDP is $50, and the GDP deflator is 50.

	b.
	$50, real 2002 GDP is $100, and the GDP deflator is 200.

	c.
	$100, real 2002 GDP is $50, and the GDP deflator is 200.

	d.
	$40, real 2002 GDP is $100, and the GDP deflator is 50.
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